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1. When the Reds came in they, in effect, took over the banks aa well as
business firms through & bland but clever trick. Although business slowed

E up, idle omployees had te be retained. Surplus funds were drained out

N through wages, taxes and bond drives. The Reds would then say to a firm:

i "You don't have enough capital tc conduct your business. You need more
cepital and you ought to get it from or through your overaecas connactions
and relatives. We want you to get more and fresh capital from abroed,."
guperviasors ware put into firme and banks. A firm's so-called need for
fresh capital was not besed on any reasonodble valuation of the firm's assets,

H but rather on the official estimate of how much capital the firm might be

f able to bring in from ¢Sroad.

z. Through continued payment of 1dle workers, taxes and bond subscriptions, all
working capital was exhausted and wvhen stockholders qbjected they were told
to go to the banks and borrow money to carry on. This procedure was repeated
over and over. The compaany would go to its bank to borrow money but found
that its own bank had likewise, and by the same measures, been depleted of
its capital and deposits. The bank would .ave to go to the Peoples Baunk to
borrow the money for its client. This syatem brought all private benks and
£irns under the control of the Peoples Bank. When the loans couwld not be
repaid, the borrowing firm or bank was liquidated, or reorganized with
official capital and the private equity was vatered down to nothing. Thus
private enterprise passed to the state but still under the guise of a neat

legal trick.
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The Reds tried to set up accounting, cost accounting and inveiitory methods,
some of which failed to work. | ]
they got into a lot of trouble over railway accounting. Tuey had transletions
made irom British and American books on the subject but the transiatiouns did
not work too well. These translations got the iuventories Of the Shanghai

and Neking and other railwa}s into hopeless confusion for months. They sot to
a point where they did no. know what perts they had, what they cost or where

‘they belopged or what the partes rually were.

The only publications |:|about a budget were some figures in the Hong

Kong Ta Kung Pao about two yeers ago. These showed a number of items about
military expenses, but‘ry;lv.hey vere too small. There were larger i*owe

under miscellanecue which were probably for militery expenses.

5. Flood control work is to a great extent by slave,. or so-called priscon labor.

6.

T.

Compulsory bond seles are a reguler practice. A)l kinds of coorciva moagurss

are taken to sell bonds. No permit or license of any kind 1s ever issusd uniocas

the gruntee comea acroas with a bond subscription. Exit or travel permits call
for bond subacripiions. I4kewise, permits to open or comntimue in busineas.

The smount of the bond subacription is whatever the official estimptes the appli-
cant for a permit or license should pay rather than what he cau pay. #

there have been five bond issues, and practically no one can escape subscribing.

most party members ora paid
only v % o c&l. o8t o ving, or subsistence. i.e. KUNG CHI
CHIH (=T 2’- '/ ) md thia probably does not allow for much of surplus
for bond subscriptions. For propagenda purposes, party memoers do have to sub-

scribe something even if chisolled off a scanty subsistence allowance or by over-

time work. This cennot be s very substantial source of revenues. Taxation is
undeoubtedly a larger source of revenue. The coercive bond salaes plue taxation

" 41s about the only way I kuow of that the Red Government gets ite financipg and

these two methods Keep both the people aund banks strapped. Incideatally, a
parmit to go to Macau or Hong Kong requiras & heavy bond subscriptien.

9. The Government prints its own bank notes and [ |this 4s done by the

lol

"People's Bank". They are ncw pr:Lntﬁ._uT big densmination notes up to Yuan
100,000]

The Pecple'r Bank, controls or has consolidated or liquidated all private banks.
It 48 not a Central Bank in the usual meaning of a Central Bank. The People's

Bank went intc direct competitlon with privete banks and forces dusinees with and

depoasits from imndividvals and firma, and has established branches all over the
country for direct business. The People's Bank encoursges everybody to make
deposits, even wage earners, and it thus keeps a close control and check on the

woney situation. If anyone has a spare few dollars, he 1s pressured to buy bonds.

11.]

Ithe Postul Sevings Bank has been merged

into the People's Dank.
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25x1 12. Shorily after the Communists moved into an area they ordered all U3 dollars and
credits turred in to tne People's Bank, or other banks for the People's Bank.
25X1 At the same time they p-essured all likely candidates to get remittences from
overseas. Frequently, the payee aid not get tue proceeds of the remittance.
25X1 He wes required to dbuy bonds or make donations to various drives Ia the early
days when US dollars and gold were called in the owner was credited in a cank
25X1 account with parity units st a rate fixed by the Government. here
were many cases Of confiscation cf US dollars and gold on the ; the
25X1 owner was hiding more or was & counter-revolutionary. silver also vas
called in. Through terrorlstic methods most of the gold and silver wae

- probably taken from the people. When the National. Government nationallzed
25X1 silver the Central Benk estimated that large quantities of gilver were hoarded
and the Reds ktiew this. It ic a safe estimate to assume that the Reds have found
and token over most of the gold ard silver thet was hoarded and hidden.

25X1 :
5 13. | | |
5X1 The Reds tried for about six monthe to 1imit the value ol ThedI |
money to commodity prices. This was not too succeBMMd{@ﬁe{ \{e%g‘b&gﬂ-‘kéii’-
25X1 fiat standard. : - wmeepbed L0
25X1 lk.|:|no information avout transacticne with USSR bloc except newspaper reports
from time time. The original US $300 million credit agroement was published

and for US $300 million. Tk2 original agreement was
efarence to dollers may have been werely & trensla-

There is undoubtedly & lot of Jjuggling
but I heve no

in the preas as being in
probably in rubles and the 1

25X1 tion of the equivalent in rybles.
he Reds in US dollars, sterling ond Hong Kong dollars,

R & U

between %
25X1 Adetails. No information ebout exchapges pooling arrangements. USSR seoms 40 run
the show, howaver. Take wolfram. This is all exported tn the UBER and then
scme of 1% is re-exported. Kugsians in China all seem to ve paid in US dollars.’
25X1 Soms of the sdvisers get saleries up t~ US §1,000 per month

fvom the National Government on the mainland

brought out everything we had. The Reds did
A nwber of esuch

15. The Reds got practically nothing
in gold or foreign exchange as we

25X1 pick up some aominsl amounts from drafts oX checks in trensit.
were mgotnted through Hong Kong banlks.

25X1 16. There 3+ & black market and same fligh%t of ‘copital. Aay one who can get money
out stiil does so in spite of the great risk.
25X1 ! L ' -
3 17. Thexre are Russien advisers right down to bookkeepers. There is some smuggling
25X1 of gold and exchange into end out of China through Hong long and Macau.
18. Most of the econcmic penetration of the Russians seems to be through Jjoint

nt companies, and technical advisers. One of the purposes of
fo see that the USSR gets what she wants in the
d foodstuffs which the Chinese them-

participation, Joi

25X1 thege Russian contrivances is
Aiso to get grains an

25X1 way of raw materials.
gcelves actuelly end badly need. The People's Bank 1s the final contxolling
25X1 agency over credit facilities for exports to the USSR and satellites.
25X1
25X1
25X1
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Hong Kong is a sort of cleuring house for overseas remittapces snd
25X1 811 of the banks there| Jare involved in these re-
b es, However, the Bank of Chiaa 18 probably the chief agenecy for handling
credit and export facilities for tiade with the USSR and .satellites.
25X1 | |
25X1 - 25X1
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